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meets the limitations of section 851(b)
and § 1.851–2, and which is registered at
all times during the taxable year under
the Investment Company Act of 1940,
as amended (15 U.S.C. 80a–1 to 80b–2),
either as a management company, or
as a unit investment trust.

(ii) Notwithstanding subdivision (i),
this paragraph shall not apply in the
case of a unit investment trust unless
it is one—

(a) Substantially all of the assets of
which consist (1) of securities issued by
a single management company (as de-
fined in such Act) and securities ac-
quired pursuant to subdivision (b) of
this subdivision (ii), or (2) securities is-
sued by a single other corporation, and

(b) Which has no power to invest in
any other securities except securities
issued by a single other management
company, when permitted by such Act
or the rules and regulations of the Se-
curities and Exchange Commission.

(6) Election. (i) An election to adopt
one of the methods described in this
paragraph shall be made in an income
tax return for the first taxable year
ending on or after December 31, 1970,
for which the taxpayer desires the elec-
tion to apply. If the taxpayer does not
file a timely return (taking into ac-
count extensions of the time for filing)
for such taxable year, the election
shall be filed at the time the taxpayer
files his first return for such year. The
election may be made with an amended
return only if such amended return is
filed no later than the time prescribed
by law (including extensions thereof)
for filing the return for such taxable
year. If the election is made, the tax-
payer shall clearly indicate on his in-
come tax return for each year to which
the election is applicable that an aver-
age basis has been used in reporting
gain or loss from the sale or transfer of
shares sold or transferred. In addition,
the taxpayer shall specify on such re-
turn the method (either the single-cat-
egory method or the double-category
method) used in determining average
basis. The taxpayer shall also indicate
in a statement described in subpara-
graph (1)(ii)(b) of this paragraph if the
election is to apply to accounts de-
scribed in subparagraph (1)(ii) of this
paragraph. Such statement shall be at-
tached to, or incorporated in, such re-

turn. A taxpayer making the election
shall maintain such records as are nec-
essary to substantiate the average
basis (or bases) used on his income tax
return.

(ii) An election made with respect to
some of the shares of a regulated in-
vestment company sold or transferred
from an account described in subpara-
graph (1)(i) of this paragraph applies to
all such shares in the account. Such
election also applies to all shares of
that regulated investment company
held in other such accounts (i.e., those
described in subparagraph (1)(i) of this
paragraph) by the electing taxpayer for
his own benefit. Thus, the election
shall apply to all shares of the regu-
lated investment company held by the
electing taxpayer (for his own benefit)
in such accounts on or after the first
day of the first taxable year for which
the election is made. Such election
does not apply to shares held in ac-
counts described in subparagraph (1)(ii)
of this paragraph unless the taxpayer
indicates, in the manner described in
subdivision (i) of this subparagraph,
that the election is to apply to shares
held in such accounts. An election
made pursuant to the provisions of this
paragraph may not be revoked without
the prior written permission of the
Commissioner.

(7) Examples. The provisions of this
paragraph may be illustrated by the
following examples:

Example 1. (i) On January 11, 1971, taxpayer
A, who files his income tax return on a cal-
endar year basis, enters into an agreement
with the W Bank establishing an account for
the periodic acquisition of shares of the Y
Company, an open-end mutual fund. The
agreement provides (1) that the bank is to
purchase, for A, shares of Y stock as A may
from time to time direct, (2) that all shares
in the account are to be left in the custody
of the bank, and (3) that the bank is to rein-
vest any dividends paid by Y (including cap-
ital gain dividends) in additional shares of Y
stock. Pursuant to the agreement, on Janu-
ary 11, 1971, February 1, 1971, and March 1,
1971, respectively, the bank purchases, at A’s
direction, 100 shares of Y stock for a total of
$1,880, 20 shares of Y stock for a total of $400,
and 20 shares of Y stock for a total of $410.
On March 15, 1971, the bank reinvests a $1-
per-share capital gain dividend (that is, a
total of $140) in seven additional shares of Y
stock. The acquisitions to A’s account, are,
therefore, as follows:
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